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INTERNATIONAL (FRONT COVER PHOTOS BY ARMSTRONG, BLACK STAR & GALLOWAY) 


SKILL MOBILIZED FOR THE DEFENSE TASK ... . 


Forerunners of the many thousands of men who will be trained for new 
employment in the coming months, these students are learning aviation 
mechanics at the Hancock College of Aeronautics, Santa Maria, Cali- 
fornia. Training of 550,000 young men and women in various trades has 
been proposed for swift expansion of vital industries. 
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THE EXCHANGE is a monthly publication of the New York Stock Exchange. Editorial Offices, - ‘ | le 
11 Wall Street. New York, N. Y. Telephone HAnover 2-4200. Subscription price $1.00 a year. 
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PRIVATE FUNDS FOR THE PUBLIC CAUSE 


“The Commission will do everything in its 
power to see to it that no obstacles are 
placed in the way of raising these funds 
through the normal financial market chan- 
nels.” —Jerome N. Frank, Chairman of the 
SEC, in a letter to F. A. Bonner, Chairman 
of the National Association of Securities 
Dealers, in regard to preparedness financ- 
ing. 


N the same letter, Mr. Frank assured 

the Securities Dealers Association that 
the Securities and Exchange Commis- 
sion was very much alive to the necessity 
of doing everything possible to facilitate 
the raising of the capital which must be 
obtained in connection with the program 
of national defense. In principle and 
scope the SEC thus is registered in the 
unanimous front of all financial and in- 
dustrial units which will supply the 
sinews of preparedness. 

In the face of an enterprise which puts 
a premium on speed of action and mobil- 
ity in employing the instruments in- 
volved, the financial community would 
accept as granted the blocking off of fu- 
ture “obstacles.” The financial commun- 
ity would, at the same time, be impressed 
if the SEC removed some of the ob- 
stacles already retarding the tidal action 
of the capital markets. 


The Treasury and the banks, as repre- 


sented by responsible leaders, are on rec- 
ord in commending the use of private 
capital to meet a great part of the cost of 
defense measures. 

The excess reserves of the Federal Re- 
serve System, alone, afford a credit base 
of upwards of $30,000,000,01 0. Bank de- 
posits which swell the reserves comprise 
both the funds available for direct loans 
to industry and the money to be devoted 
to investment in industrial securities. To- 
gether, bank loans and investment funds, 
if mobilized aggressively, could care for 
defense financing for some time ahead, 
and slow down the dizzy dance of the 
billions in Washington deliberations, to 
the greater mental comfort of the people. 
The government ... meaning the tax- 
payers ... will pay the bill in the long 
run, yet securities market experience and 
practice offer means to distribute the na- 
tional burden, in great part, over private 
investors in a fashion to make easier the 
common enterprise. 

A broad desire, which reaches beyond 
political thought, to restrain profit mar- 
gins in the manufacture of preparedness 
goods would appear to commend bonds 
for defense financing. Investors have be- 
come reconciled to a moderate interest 
return, or, from another viewpoint, to 


low-cost borrowing by corporations with 


strong credit. It may be assumed that 
long-term issues to be distributed among 
the public will carry strict and adequate 
amortization provisions. And bonds of 
strong corporations whose capital needs 
are expanded by government orders, 
whose maturities rest, in effect, or under 
direct specifications, upon an adequate 
manufacturing profit basis, should ap- 
peal to communities where conservative 
investment is as old as the nation. 

But the country has not yet passed be- 
yond the “shirtsleeve” era in matters of 
finance. Whereas New England may be 
considered as the home of conservatism, 
leaning toward well-secured bonds, a 
great body of people with money to put 
to work prefers a degree of risk for the 
sake of a larger return. The centers of 
heavy industry . . . Pittsburgh, Cleve 
land and on westward ... are a natural 
outlet for equity securities. 

The expectation prevails among parti 
sans of equities that small profits, “after 
taxes,” if derived from large production, 
will provide for satisfactory dividends. 
Far-sighted speculators in a position to 
measure the effect of invention during a 
mighty technical upheaval, such as pre 
paredness on a great scale is bound to 
bring about, are inclined to anticipate 


developments of general industrial value. 











It was so during the World War, and 
the products of laboratory and factory in 
the present endeavor, it may easily be 
reasoned, should contain significant dis- 
coveries for the future. 

It is not beyond the sweep of imagina- 
tion, for example, to expect that as an 
implement of defense, television from a 
scouting plane to shore fortifications 
may be perfected—an aid in directing 
gunfire against a far off, approaching 
eet. Along with the developing use of 
plastics it is possible to conceive of as yet 
unforeseen utilities for peace; and so 
with other materials which come in for 
particular concentration in laboratories 
under the stress of emergency. 

The normal “financial market chan- 
nels” referred to by Mr. Frank comprise 
those which enable both bonds and 
stocks to flow to the public smoothly and 
with requisite dispatch. Nor need a sug- 
gestion for an improvement of these 
channels be hinged alone upon the re- 
quirements of preparedness finance. An 
expansion of ordinary production and 
distribution will, if experience counts for 
anything, run parallel to defense mea- 
sures as employment is stimulated by in- 
dustries engaged in manufacturing mili- 
tary necessities of many kinds, as wage 
payments are enlarged and spending 
grows. It may be ventured, also, that an 
immediate revision of the Securities Acts 
or changes in SEC regulations, which 
are permissible under the present sta- 
tutes, would be beneficial as a market de- 
fense measure as well as an aggressive 
factor in raising capital for preparedness. 

In view of certain prospects with ad- 
verse possibilities in Europe and Asia, 
stock exchanges are forced to be vigilant 
in regard to influences affecting the free 
marketability of listed securities. The 
shock of sudden, hysterical liquidation 
in May was met successfully by the ex- 
changes, but no man may say that other 
tests will not appear—when events will 
require the presence of a buying power 
as wide-spread as the complete interest 


of buyers permits. 


> 


Such buying power of large propor- 
tions is vested in directors of corpora- 
tions and other sponsors of corporation 
shares, who hesitate to enter the market 
in stressful periods because of Sec. 16 of 
the Securities Exchange Act of 1934. In- 
cidentally, such individuals afford, of 
themselves, an important market for 
new or additional equity issues, a matter 
of interest under preparedness finance 
plans; but for the moment, directors, of- 
ficers, etc., may not be viewed as a source 
of demand when market stability is 
sought. The paucity of support from 
such individuals was noticeable in the 
extensive price declines of May. 

Under the statute, profits realized from 
the purchase or sale of shares of a cor- 
poration by its officers, directors or sub- 
stantial stockholders within any period 
of less than six months are recoverable 
by the corporation. The SEC is eim- 
powered, however, to exempt from pos- 
sible penalty certain transactions which 
it, by regulation, may deem as “not com- 
prehended within the purpose of this 
subsection” (Sec. 16b). 

As both speed and discretion should 
be more fully in the control of under- 
writing groups as regards the marketing 
of new issues of securities than at pres- 
ent, the indicated relaxation of the “20- 
day incubation” provision would be a 
constructive factor in preparedness fi- 
nancing. The time element becomes 
more and more important as the size of 
defense plans is unfolded. The task of 
marketing new bonds and stocks calls 
to take 


advantage of elements affecting invest- 


ordinarily for expert “timing,” 


ment sentiment. 

The financial community finds satis- 
faction in the promised cooperation of 
the SEC with investment men in pro- 


‘ 


posals to alter the “20-day” clause, and in 
the announced plans of the Commission 
to work closely with stock exchange 
representatives and other participants in 
the securities business when wider revi- 
sions of existing statutes are considered 


at Washington. 


BANK CREDIT 
IN DEFENSE 
PLANS 


HETHER it be chiefly the prod- 

uct of altered banking laws, or 
is to be credited partly to the increased 
flexibility of the American banking 
mind, the urgent desire of many com- 
mercial banks to stand in the front line 
of suppliers of funds for military pre- 
paredness marks an evolution since the 
days of World War activities. 

Prior to 1933 the prescribed function of 
commercial banks was the granting of 
short-term credit. The cleavage between 
bank credit and loans for capital pur- 
poses was sharply drawn by practice. A 
point would have been stretched, indeed, 
if a banking leader had spoken as George 
L. Harrison, President of the Federal 
Reserve Bank of New York, did recently 
in notifying the National Defense Advis- 
ory Commission of the position of New 
York banks toward the financing of na- 
tional defense. 

Mr. Harrison said that fifteen large 
banks were prepared, “to the limit of 
their powers,” to make loans to those 
industries whose expansion, “whether of 
plant, equipment, inventory or labor,” 
was deemed an essential part of the gov- 
ernment’s program. He recommended, 
too, that “the established banking system 
be relied upon, in the first instance, as 
the natural source of any additional f- 
nancing for industrial concerns whose 
own capital was insufficient for the 
purpose.” 

In presenting so wide a horizon, it 
would appear, on the face, as though the 
head of New York’s Federal Reserve 
Bank proposed to mingle credit and cap- 
ital in a loose and haphazard manner. 
Plant and equipment require the invest- 
ment of capital, usually for a term of 
years. While it is hoped that much of the 


(continued on page 12) 
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Orbit of world leadership in Finance and Commod- 


ities swings westward as War impairs old controls. 


EW YORK ... Montreal .. . 
Buenos Aires ... Rio de Janeiro 
yesterday merely prominent cities of 
the Western Hemisphere, but today 
strategic centers of financial transactions 
and of dealings in commodities, with 
dynamic importance in world affairs! 
Are the disrupting forces of war in 
Europe thrusting upon these cities op- 
portunities and responsibilities which 


were unforeseen a year ago? 


Known facts supply a part of the 
answer; beyond them, deductions from 
stern events with economic weight offer 
an approach to conclusions which still 
remain clouded. New York has become 
the hub of international finance, while 
Montreal seems destined to direct many 
British interests which for generations 
were lodged in London. Much of the 
financial business formerly conducted in 


London is shifting to New York, owing 


to the decentralization of British Empire 
transactions. 

Amsterdam and Paris have had to sur- 
render most of their influence in Con- 
tinental finance. London’s rule of foreign 
commodity markets and prices has been 
weakened by the exigencies of war. Out- 
side of the totalitarian nations, the world 
looks chiefly to New York for financial 
leadership. 

Such, in brief, are the economic and 
historical facts developed since last Sep- 
tember, principally since May 10, when 
forces destructive of old ways, old meth- 
ods, were loosed overseas. But a survey 
of the European scene, with its present 
financial implications, needs to go fur- 
ther back in order to uncover the back- 
ground of a changing order. 

For four years prior to the outbreak 
of war, a steady stream of capital flowed 
from the Continent to this country. The 
movement, therefore, reveals evidence of 
deliberate calculation by the owners and 
managers of mobile capital, as well as 
recent decisions resultant in hasty flight. 
The significance of this protracted trans- 
fer affords a basis of study for Gerald B. 
Nielsen, foreign banking correspondent, 
whose comment supplies the substance 
of this discussion. 


Mr. Nielsen examines the eminence of 


At the left in the picture, the Bank of England; at the right, the London Stock Exchange. 
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New York as the focal point of foreign 
capital from an angle dealing with secur- 
ities market stability, supplementing the 
desire of imported capital to find a pro- 
tective haven. 

“The freedom of the New York Stock 
Exchange,” he asserts, “is far greater 
than in London, where the mounting 
burden of taxes to support the war ef- 
fort, coupled with Treasury regulations, 
have completely subordinated the Lon- 
don securities market to political influ- 
ences. Compared with the ready market- 
ability of securities in the New York 
markets, the London Exchange has been 
obliged to sacrifice its traditional liber- 
ties. Because of fixed price restrictions, 
all semblance of a truly free market has 
disappeared and trading is now a matter 
of negotiation.” 

What of the disposition of Britain’s 
200 investment trusts — institutions rep- 
resenting some $350,000,000 of invest- 
ments? Are they likely to experience a 
heavier apportionment of funds among 
American securities than in pre-war 
days? Do chances exist that, in case of 


the “duration” being long and exhaust- 


ing, the virtual operating control of 
many of these institutions may be trans- 
ferred to the Western Hemisphere? 

“With allowance for the probability 
that the British Government has im- 
pounded a substantial part of these 
funds,” Mr. Nielsen says, “it is reason- 
able to assume that the still sizable re- 
mainder invested by Colonials or 
natives of other European lands — will 
find its way into the stream of Euro- 
pean and Asiatic money flowing to the 
Americas. 

“More than that, logical conjecture 
must deal with the amount invested by 
British insurance companies in United 
States securities, reported at $250, 100,000. 

“Such foreign mining shares as Rhode- 
sian Copper and Rand Mining have al- 
ready been traded in New York, and 
with the European situation fast ap- 
proaching a climax, the tendency should 
be for more of these shares to be traded 

and listed — in New York, shares 
with a market value of about 500 million 
pounds sterling. 

“Even British officialdom, after it has 


set up a sufficient war chest, may find it 


The Paris Bourse, before the German occupation of France, 
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On Guard! 7 


The tremendous changes in th 
world’s economy, now occurring o1 
threatening, impel a sternly realistic 
appraisal of military events already 
written in history and of the distortions 
of normal finance and trade which are 
certain to follow the advent of peace. 
Above the troubled horizon loom such 
questions as these for the financial 
community to ponder: 
If major groups of Europe’s peoples 
remain under totalitarian forms of 
government, will private investment 
among them pass into an eclipse? 
W hat readjustments will be required 
of the American investment system 
if much of the world reverts to 
barter methods in the interchange of 
merchandise ? 
What procedure will be necessary to 
protect American owners of foreign 
bonds in case of wide-spread repudi- 
ation? 
What may be the function of the 
great 


American gold holdings if 


many of the leading nations elect to 





abandon entirely the age-old anchor 

of mobile exchange? 

These are only a few among the array 
of problems which surround the finan- 
cial industry of America. Study, fact- 
finding, consultation, as well as analysis 


verging on prophecy, are called for as 
urgent defense measures. The article 
on this page is designed to peer a little 
way behind the curtain of conjecture 
which developments already known | 
have lifted somewhat. 








expedient to send a large balance here 
for safekeeping.” 

What is the reason for so sweeping a 
conception of capital imports and broad- 
ened stock markets in New York? “In 
the face of continuous tension during the 
past nine months,” Mr. Nielsen observes, 
“the orderly operation of the New York 
Stock Exchange refutes all doubts as to 
its ability to absorb war shocks without 
trace of deep-seated confusion. 

“The outbreak of the war,” he points 
out, “found the financial community 
with its resistance to sudden alarms well 
implemented. Discussions in early 1939 
between the British Treasury, the Secur- 
ities and Exchange Commission, the 


(continued on page 12) 
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HIPY ARD scenes recalling the World War program — when thirty-six 
destroyers were launched in twenty-seven months at an East Coast yard 
and twelve vessels slid down the ways into San Francisco Bay on a single tide 
— will be re-enacted as the U.S. Navy gets its $4,000,000,000 preparedness 


program under way. 

Even before the proposals for a “two- 
ocean” Navy, the nation’s shipyards were 
operating at a record high level for 
peace-time production, having made a 
spectacular recovery from the score of 
lean years which followed the 1917-21 
building program. In the first five 
months of this year alone, more than half 
a million gross tons of new vessels were 
ordered, and the trade journal Marine 
Engineering and Shipping Review re- 
ported that on May 1 the volume of mer- 
chant vessel construction totaled 1,387,600 
gross tons, twice the 660,6g0 tonnage 
building a year before and more than 
three times that under construction on 
May 1, 1938. Oil companies have been 
ordering large numbers of new tankers, 
and the Maritime Commission's pro- 
gram has reached a total of more than 
150 ships. 

Private yards — several of the leading 
ones have securities listed on the New 
York Stock Exchange — are expected by 
the trade to handle more than 50 per cent 
of the construction scheduled for the 
Navy, as well as the intensified merchant 


marine program. Ten of the fifteen bat- 


tleships now in service were built in 
private yards, as were ten of the eighteen 
heavy cruisers and all of the Navy’s air- 
craft carriers — in all, some 545,000 tons 
of fighting ships. 

Not to shipyards alone will the Navy's 
expansion program bring an increased 
volume of business. Among the more 
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than a score of industries which will 
supply parts and equipment for the new 
Navy vessels are makers of steel, arma- 
ments, electrical equipment, engines and 
boilers, pumps, valves, brass and copper 
goods, nautical instruments, chains and 
cables, paint, and radio and telephone 
apparatus. By a conservative estimate at 
least 100 of the companies listed on the 
Stock Exchange may be expected to con- 
tribute to the Navy's program of rearm- 
ament. 

Steps taken to speed the vast amount 
of work required for the Navy's arma- 
ment program include the substitution 
of negotiated contracts for competitive 
bidding, the reduction of “red tape” of 
restrictive tax and loan legislation, re- 
laxation of work-week limitations, and 
authorization for 30 per cent of contract 
prices to be advanced for plant expansion 


in private yards. 


Construction Has Been Leisurely 


During the past two decades, con- 
struction of fighting ships has been, at 
best, leisurely. Congress has been slow, 
in some instances, to appropriate funds 
for construction which it has previously 
authorized. Then, naval authorities have 
indulged in the peace-time luxury of 
ordering extensive design changes after 


construction has been well advanced. 
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NAVY AWARDS TO PRIVATE SHIPYARDS 


Vessels Provided for in 1941 Supplemental Defense Appropriation 


COMPANY 


Bath Lron Works 
Bethlehem Steel. 


Shipbuilding Division 


Quincy, Mass. } cruisers 23,618,000 

} cruisers 18.573.000 

San Francisco, Cal. 2 destroyers 5.977.000 
Staten Island, N. Y. 2 destroyers 7.431.000 
Electric Boat Company 13 submarines 2.795.000 
Federal Shipbuilding & 6 destroyers 7,159,700 
Dry Dock Company 2 destroyers 8.500.000 

2 destroyers 5.277.000 

Newport News Shipbuilding 3 aireraft carriers 43,662,000 
«& Dry Dock Co. 2 eruisers 19,272,500 
New York Shipbuilding 3 cruisers 18,657,800 
Corporation 1 seaplane tender 14.260,500 


Costs of cruisers are exclusive of armor, armaments and ammunition. 





VESSELS AWARDED 


6 destroyers 


COST PER VESSEL 


S$ 6.813.200 








Granted that the result has generally 
been a more efficient piece of fighting 
equipment, it has been gained at the ex- 
pense of time now suddenly made 
valuable by the course of world events. 

The aircraft carrier Lexington, for ex- 
ample, was originally authorized by 
Congress in 1g16 as a cruiser. Plans were 
later shifted; the keel laid down in 1921; 
and the vessel finally completed in De 
cember, 1927. 

The Lexington’s seven years abuilding 
do not typify the Navy’s construction 
program as a whole; rather, they illus- 
trate what can happen when a radically 


new type of craft must be conceived. 


Work Already Under Way 

Of more immediate importance, in the 
eventuality that the United States Navy 
should be required to face an issue upon 
the high seas within the next few years, 
is the speed with which the eight battle- 
ships authorized by Congress prior to 
1940, and now under construction, can 
be completed. Two, the 35,000-ton battle- 
ships North Carolina and Washington, 
were recently launched — the former at 
the New York and the latter at the 
Philadelphia Navy Yard. Four others of 


equal size are under construction, one 


6 


by each of the following yards: Bethle- 
hem Steel (Shipbuilding Division), 
New York Shipbuilding, 


News, and the Portsmouth, Virginia, 


Newport 


Navy Yard. One 45,000-ton super-dread- 
naught is under construction at the New 
York Navy Yard, and a second is being 
started at the Philadelphia Yard. 

(In the Stock Exchange’s compilation 
of listed companies a number of ship- 
yards represented on the Exchange do 
not appear under the classification “Ship- 
building and Operating,” since they are 
subsidiaries of listed companies engaged 
in other industries. Principal among 
these are the Shipbuilding Division of 
Bethlehem Steel, which is the largest 
shipbuilding enterprise in the country; 
Sun Shipbuilding & Drydock Company, 
a subsidiary of the Sun Oil Company 
which builds tankers; and Federal Ship- 
building & Dry Dock Company, a sub- 
sidiary of U. S. Steel.) 


Long-Term Project 


Past experience has been that it takes 
at least four years to build a battleship. 
At this rate, completion of the two ves- 
sels already launched could not be 
looked for until the close of 1941 or early 
in 1942 — the others not before 1943 or 


1944. Navy officials have stated, how- 
ever, that they hope now to cut the build- 
ing period to three years. 

For any naval enterprise, or any 
“policing” of oceanic waters, that might 
conceivably take place three or four years 
from now, the eight battleships now 
under construction — together with the 
fifteen in service — would comprise the 
capital vessels which the United States 
would have at its disposal. 

Other naval craft authorized prior to 
1940, and now under construction, in- 
clude two aircraft carriers, four cruisers, 
twenty-seven destroyers, sixteen sub- 
marines, as well as a number of torpedo 
boats, submarine chasers, tenders, mine 
sweepers, mine layers and auxiliary 


vessels. 


Original Building Program 

Ships provided for in the Navy’s regu- 
lar appropriation bill for the 1941 fiscal 
year (before either the supplemental 
appropriation asked by President Roose- 
velt on May 31 or the pending $4,000,- 
000,000 expansion) are two additional 
45,000-ton battleships, one aircraft car- 
rier, two cruisers, eight destroyers, six 
submarines and five auxiliary vessels. An 
indication of the time that will be re- 
quired to complete this program is found 
in the bid submitted by the New York 
Shipbuilding Corporation for the con- 
struction of the two cruisers which stip- 
ulates delivery of one vessel within 36, 
months and the other within 39 months. 

The Navy Department has ordered 
work started at navy yards on ten de- 
stroyers and nine submarines, provided 
for in the supplemental defense appro- 
priation for the 1941 fiscal year. Awards 
for fifty other vessels, covered by the 
same appropriation, have been made to 
private shipyards, as shown in the ac- 
companying table. 

Thus the total of current construction 
authorized prior to 1940, and_ vessels 
provided for in the regular and supple- 
mental defense bills, is impressive before 


(continued on page 15) 


in A PUZZLE FOR THE TAX LAYERS 


ny ‘LUES to the form of an excess prof- single years 1935 or 1936, or he may take be sought. Great Britain’s datest finance 
sht 4 its tax to be considered by Congress _ the average for either the two years 1935 _ bill, as amended in committee, lifts the 
_ to be found, perhaps, in the recent and 1937, or 1936 and 1937. The rate of _ rate of the excess profits tax to 100 per 
ow experience of Great Britain and Can- the tax enacted last year was 60 per cent cent; and Canada’s new budget in- 
the , as well as in a re-examination of the _ of the excess. creases the rate of this tax to 75 per cent. 
the tern of World War taxes. Canada’s 1939 finance act gives no The laws of both countries also estab- 
utes Security-holders, attempting to discern such option, but takes as the “standard lish Boards of Referees with discretion- 
the possible conditions of such a levy, profit” the average of annual earnings ary powers to ascertain standards of prof- 
r to will find significance in the fact that throughout the four years preceding the its for new enterprises, and for busi- 
in- neither England nor Canada still holds — war. Originally the Canadian act did al- nesses which were depressed during the 
ers, to the 1914-18 system of determining the low, however, for the tax to be paid — standard period. 
ub- amount of capital invested in a business — either at a graduated rate on the return The immediate revenue needs of the 
edo and then imposing a tax on all profits from invested capital, or as a flat 50 per United States naturally are not as press- 
ine above a certain per cent rate of return. cent levy on all profits above the “stand- _ ing as those of the belligerents; so, in the 


ary Within the past year, both countries ard.” The former of these methods has _ interests of the employees, stockholders 


have enacted instead a tax on all profits been abolished in the 1940 finance bill. and customers of America’s business cor- 


above a set standard determined from porations, this country is in a position to 








. . : Higher Rate ) Pr . ; 
pre-war earnings. As to the period of 8 s Now Proposed take the time and care necessary to in- 
>gu- operations to be used in establishing the Once a measure of this sort is adopted, sure an equitable program of taxation of 
I 8 1 § 
scal “standard profit,” the British 1939 fi- apparently it offers a form of taxation — excess profits. 
ntal nance act offers a number of alternatives. | most expedient for legislators to increase On the face of them, all proposals for 
Ose- The businessman may take either of the sharply when additional revenue must (continued on page 16) 
P, é é 
00,- 
onal = ‘ : : : : : 
W hat are normal profits? Here is part of the varying record of business which will 
car- confront national legislators when they weigh proposals for a tax on excess profits. 
SIX 
,An EARNINGS PER SHARE AND DIVIDEND RATES OF 
. re- REPRESENTATIVE LISTED COMMON STOCKS 
und 
y 1935 1936 1937 1938 1939 
fork Karn. Div. Earn. Div. Earn. Div. Earn. Div. Earn. Div. 
con- American Can Co, $5.83 $5.00 $5.80 $6.00 $6.08 $4.00 $4.35 $4.00 $6.22 $4.00 
. American Rad, & Stan. San. Corp. 0.25 0.70 0.45 0.68 0.60 0.08d 0.15 0.34 0.30 
sup- American Tel. & Tel. Co. 7.12 9.00 9.89 9.00 9.76 9.00 8.32 9.00 10.18 9.00 
»(! American Tobacco Co. 4.57 5.00 3.71 5.00 5.04 5.00 1.89 5.00 2.12 9.00 
ea Anaconda Copper Mining Co. 1.29 1.83 1.25 3.62 1.75 1.10 0.50 2.33 1.25 
aths. Bethlehem Steel Corp. (Del.) 0.70d 2.09 1.50 7.64 5.00 0.70d 2.70 1.50 
| Chrysler Corp. 8.07 2.00 14.25 = 12.00 11.66 10.00 4.32 2.00 8.48 5.00 
erec Consolidated Edison Co. of N, Y., Ine. 2.01 1.00 2.34 sto 2:17 2.00 2.09 2.00 2.22 2.00 
| de- E. I. DuPont de Nemours & Co. 9.02 3.45' 7.53 6.10 7.25 6.25 3.74 3.25 7.65 7.00 
: General Electric Co. 0.97 0.65 1.52 1.70 2.20 2.20 0.96 0.90 1.43 140 
ided General Foods Corp. 2.23 1.80 271-235 1752.00 2.50 2.00 2.75 2.25 
, General Motors Corp. 3.69 2.29 5.35 1.50 1.38 3.75 2.17 1.50 4.06 3.50 
. andl B. F. Goodrich & Co. 0.97 3.58 1.00 271d 1.00 0.23d 3.53 1.00 
ards Goodyear Tire & Rubber Co, 0.12 3.90 - 1.95 2.50 134 0.25 3.20 1.00 
International Business Mach. Corp. 8.29 6.00° 8.82 7.50" 945 6.00' 10.12 6.00° 10.63 6.00° 
the International Harvester Co. 3.28 0.60 5.77 2.50 6.31 4.00 3.00 2:15 1.71 1.60 
| to Johns-Manville Corp. 2.17 0.50 9.13 4.25 5.80 WE 1.09 0.50 4.238 is 
. J. C. Penney Co. 6.08 3.75 736 096 7.25 652 5.30 5.40 © 4.25 6.48 5.00 
P aC- Pennsylvania R. R. Co. 1.81 0.50 2.94 2.00 2.07 125 0.84 0.50 2.43 1.00 
Sears Roebuck & Co. 4.45 BE 5.60 S19 5.58 5.50 1.18 5.50 6.60 4.25 
Standard Brands, Ine. 0.97 0.95 1.12 1.05 0.73 1.60 0.62 0.621% 0.50 0.47% 
ction The Texas Corp. 1.85 1.00 1.10 1.50 5.02 2.25 2.13 2.00 3.02 2.00 
United Aireraft Corp. 0.21 0.76 0.50' 1,52 1.00 2.05 1.25 3.53 2.00 
-ssels United States Steel Corp. 2.77d - 2.91 -- 8.01 1.00 3.78d - 1.83 
aii Westinghouse El. & Mfg. Co. 4.48 1.00° 5.67 5.90 7.53 6.00 3.38 2.50 5.18 3.50 
I Notes: d-—deficit; (1) plus 1/55 of share of General Motors common; (2) 26% stock dividend; (3) 30% stock dividend; (4) 5% stock dividend; (5) 5¢7 stock dividend; (6) 
etore 5(%@ stock dividend; (7) initial dividend; (8) plus ', share of Radio Corp. common. Source—-Standard Statistics. 
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TRENDS OF MARKET DEALINGS 


New Capital Stock Offerings and Listed 
Shares Usually Travel Parallel Roads 


T is a widely recognized fact that busi- 

ness in the new capital markets and 
trading activity on the securities ex- 
changes generally proceed along parallel 
lines. When offerings of new securities 
ure extensive, public interest in Stock 
Exchange dealings is usually widespread 
and trading volume substantial; and 
when activity in the capital market 
slackens, the exchanges also lag. But sel- 
dom has the relationship between these 
two phases of the securities industry been 


better illustrated than by the statistical 


In Buyers’ Territory 


chart presented below, which compares 
the volume of public new capital stock 
offerings with total shares traded on the 
New York Stock Exchange. 

From the course traced by the chart 
lines in recent years it is clear, first of all, 
that people don’t stop buying new securi- 
ties, they don’t stop buying established 
securities. They stop buying securities! 

Investment decisions, whether to buy 
new issues or established stocks and 
bonds on an organized exchange, ap- 


parently are guided by identical consid- 














ANNUAL TOTAL SHARE VOLUME ON THE NEW YORK STOCK EXCHANGE 
COMPARED WITH PUBLIC NEW CAPITAL STOCK OFFERINGS 


(Excluding Investment Trust Shares) 
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erations of economic conditions, corpor- 
ate prospects and general business news. 
And while investors and traders will, of 
course, distinguish between the securities 
of a new enterprise and an old one, it is 
the newness or oldness of the enterprise 
itself which influences their choice—not 
the newness or oldness of the security. 
The current problem of investment 
stimulation therefore is one of arousing 
greater public interest not in new securi- 


ties alone—but in all securities. 


Handicaps Exist 


Certain handicaps exist, however, to 
any effort to reconstruct an interested 
attitude toward the purchase of securi- 
ties. In recent years people have been 
more and more persuaded, as the survey 
in the January and February, 1940, issues 
of Tue Excuance showed, that the pur- 
chase of corporate securities is not rated 
among the more desirable ways to invest. 
Many people have turned to other forms 
of investment, which may prove to en- 
tail greater risk than a considered and 
balanced program of stock and bond 
purchases. For example, in the Roper 
Survey of public attitude toward the 
New York Stock Exchange, 23.6 per 
cent of the people interviewed gave real 
estate as their investment preference, 
while only 11.6 per cent favored stocks. 

Indications are that this apathy toward 
investment in securities is the product 
not of any close examination of facts, but 
results rather from a somewhat careless 
acceptance of a number of the notions 
which have received wide circulation in 


years past. 
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At the bottling plant the finished beverage is produced from concentrates supplied by Nehi Corporation. 


BEVERAGE COMPANY Jozns Trading List 


HE soft-drink industry—a_two-bil- 

lion dollar business built largely 
around nickel sales of carbonated bever- 
ages—received additional representation 
on the Stock Exchange with the admis- 
sion to trading, on June 24, of 1,030,000 
shares of common stock of Nehi Corpor- 
ation, 

As the makers of “Royal Crown Cola,” 
“Nehi” and “Par-T-Pak,” the company 
is, according to its listing application, one 
of the growing enterprises in its field 
today. Largely through increased dis- 
tribution of its principal beverage prod- 
uct, “Royal Crown Cola,” Nehi has ex- 
panded its net sales from $1,207,691 in 
1935 to $3,615,800 in 1937 and $5,122,899 
IN 1939. 

Nehi products are manufactured in 
concentrated form at the company’s 
plant in Columbus, Georgia, and are 
marketed through bottlers in forty-six 
states and the District of Columbia. The 
bottling plants are independently owned, 
with the exception of the facilities that 


supply the area around Columbus, Geor- 
gia, and operate under franchises issued 
to them by Nehi for specified territories 
and permitting the use of its trademarks. 
To produce the finished drink which 
is sold to the public, the bottler first 
mixes a simple syrup with the concen- 
trate purchased from Nehi, and then 
adds carbonated water. An intensive sys- 
tem of supervision, inspection and test- 
ing assures the quality and uniformity of 
the beverages sold under the Nehi trade- 
marks, the listing application states. 
Intensely competitive in recent years, 
the soft-drink industry is known for its 
spectacular merchandising programs; 
and the backbone of the manufacturer- 
bottler relationships frequently is the 
sales promotion and advertising effort 
which the manufacturer supplies to his 
franchise-holders. Though nation-wide 
radio, magazine and newspaper cam- 
paigns to back up dealer efforts in local 
areas are a model upon which merchan- 


dising programs are built in a number 


of leading industries, the system has be- 
come perhaps more closely integrated in 
the soft-drink business than in most 
others. The result for the industry as a 
whole, according to the trade, has been 
that the ratio of sales in bottled form to 
total sales of carbonated beverages has 
gradually increased, until today “bottle 
sales” are approximately equal to those 
at soda fountains. 

The profit record of Nehi Corpora- 
tion for the past five years has been: 

Net Profit 


1935 « .... « Sago 
1930 a ee oe ee 5705507 
1937s sw te ee «6 ORO SH2 
1935 ee ea 9 34,307 
1939 ~ #« « « @ = EOPR 2T7 


For the three months ended March 31, 
1940, net income (subject to year-end ad- 
justment) was $129,844; but the com- 
pany states that this amount should not 
be considered as indicative of the results 
of operations for the entire year, because 


of the seasonal nature of the business. 
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Bank Credit in Defense Plans 


(continued from page 2 


special facilities demanded for the na- 
tion’s speedy arming will be less neces- 
sary after, say, three or five years, still 
such periods would entail capital invest- 
ment in place of short credits under older 
banking processes, and would not lend 
themselves to ordinary banking accom- 
modation. But times change and laws 
are subect to amendment! 

Out of the stress which accompanied 
banking troubles in 1933 came changes 
of statutes. The maturities of credit un- 
der certain classifications were made per- 
missible up to ten years. Thus a gap was 
closed between the limits of credit and 
the encroaching fringe of capital usages. 
Mr. Harrison’s offer to the government 
only casts modern banking practice into 
sharp relief against the Federal need for 
a vast volume of mobile funds. 

Two parallel developments of signif- 
cance to investment and business prom- 


ise to stem from the banking proposal 


to have bank resource, considered first 
in government preparedness — plans. 
Should the offer be accepted and loans 
be expanded on a wide front, the Federal 
Reserve System's $6,800,000,000 of sur- 
plus reserves would supply their own 
commentary upon the power of available 
bank credit. What, then, about the situ- 
ation of the investment industry which, 
ordinarily, could be expected to meet a 
call for private capital for the defense 
mechanism’s enlargement? 

With commercial banking sinews so 
extensive, it could be reasoned that low 
lending rates at banks might throttle 
private capital loans for defense enter- 
prises. Experience suggests, however, 
that any breaking of the present log-jam, 
which finds both bank credit and private 
funds backed up against a sluggish in- 
dustrial demand, would react in a gen- 
eral awakening of the capital market. 


Once the flow of funds from the banks 


into industry began to gather headway, 
private capital would be aroused into 
action. 

Whether bank credit or private capital 
proves to be the more important instru- 
ment for the common task, the presence 
of abundant funds at the government's 
elbow has a significant bearing upon tax- 
ation. Adequate private funds for ex- 
tending production facilities mean a 
degree of freedom for tax monies for 
other purposes; for supporting the mili- 
tary structure, as an example, and the 
periodic amortization of industrial loans 
for preparedness work, for which public 
funds will pay. 

In other words, defense measures fi- 
nanced through banking and investment 
channels should act to lighten the imme- 
diate tax burden, projecting a large part 
of the cost of preparedness into the taxes 
of years to come. This may or may not 
be an economic blessing, but, at least, it 
makes more comfortable the economic 
outlook of a people determined to put 
speed and thoroughness ahead of ulti- 


mate expense. 





NEW HORIZONS 


(continued from page 4) 


Reconstruction Finance Corporation and 
the New York Stock Exchange authort- 
ties worked to stabilize the machinery of 
stock dealings on both the London and 
New York Exchanges. That this prep- 
aration was effective is demonstrated by 
the New York Stock Exchange’s con- 
tinued resilience in the face of disturbing 
international events . and London’s 
lesser, but still notable, stability right up 
to the eve of the French surrender.” 
As to changing channels of trade? “If 
further assurance of New York’s mount 
ing importance and strength is required,” 
Mr. Nielsen argues, “consider the im- 
mense commodity control — structure 
which Britain has slowly and laboriously 
extended over the entire world during 


the last 300 years. Should Britain’s dom 
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ination of her colonial empire continue to 
be threatened, the heir apparent to this 
commodity machinery obviously is New 


York, 


superstructure nor the facilities to han- 


since Canada has neither the 
dle commodity controls. 

“Moreover, the commodity merchan- 
dising plan within the proposed Western 
Hemisphere Policy lends itself to taking 
over world control. Along with dollar 
and commodity price and supply regu- 
lation, will go the trading of securities 
based on the production of commodities.” 

Obviously, as Mr. Nielsen admits, no 
opportunity exists for a blueprint of f- 
nance and business after peace returns. 
From the watching post of today, the 
premises may only be scanned closely for 


the detection of phenomena in business 


and finance which have been pressed 
forward with amazing speed by war’s 
unexpected occurrences. Some are sub- 
ject to chance of a discount — for one, 
England's past-proved capability follow- 
ing emergencies to regain lost economic 
ground .. . a resurgence, at present, 
threatened by the most destructive war 
in all history. 
Tendencies . . . the drift of events... 
along with two realistic considerations 
— geographic location and massed cap- 
ital — turn the economic spotlight upon 
Atlantic seaboard capitals of the Western 
World. Four cities, comprising among 
them the broadest market for securities, 
the most sought-for entree to food, raw 
materials and finished goods, and a log- 
ical liaison with the most experienced 
trading nation of the Old World, effec: 
a combination which promises a strong 
realignment of finance and business in 


a world rapidly being made over. 
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STRENGTHENING THE 


POSITION OF THE 
Independent Audztor 


| Rhee events of the past few years 
have aroused more public interest 
in the subject of audits, or have influ- 
enced auditing practice more widely, 
than the Coster-Musica fraud. As a re- 
sult of lessons learned from this case, 
auditing procedures have been extended 
towards the limits of practicability and 
reasonable economy, with increased at- 
tention devoted to the qualitative char- 
acter of this department of accounting. 
Professional bodies of accountants have 
taken steps, as well, to emphasize to 
stockholders that financial statements of 
industrial companies are not statistical 
presentations of fact fixed in the form 
which the stockholder reads. While prop- 
erly anchored in facts, they point out, 
these statements represent the judgments 
of the company’s management in the 
application of conventional methods of 
accounting. 

The complexity of modern business 
conditions makes it impossible for the 
independent audit to give conclusive as- 
surance against all possibilities of error 
and fraud. What the audit does supply 
is an independent check of the correct- 
ness of the judgments of management 
and of the credibility of its representa- 
tions. Assurance necessarily is a matter 
of degree. 

One step toward safeguarding the in- 
terests of investors in this field has been 
the set of recommendations for improv- 
ing internal accounting methods and 
facilitating the work of independent au- 
ditors, which the New York Stock Ex- 
change, through its Committee on Stock 


List, has recently made to its listed com- 


panies. These are now being tried out in 
the practical proving ground of industry, 
and whichever ones are found to be 
sound and workable — and meet with 
public approval — will be adopted as re- 
quirements for listing on the Exchange. 

The first basic proposal has been for 
strengthening the outside auditors’ posi- 
tion by placing responsibility for their 
appointment directly upon the corpora- 
tion’s board of directors, or by making 
the board responsible for their selection 
and for recommending them to the 
stockholders for approval. Wherever 
practicable, it has been suggested, in ad- 
dition, that the auditors be selected by 
a special committee of the board of di- 
rectors, composed of members who are 


not officers of the company. 


Present Practice 


Reports received to date by the Ex- 
change from 347 listed companies reveal 
that in 87 per cent of the cases inde- 
pendent auditors are now selected either 
by the board of directors, by a special 
committee of directors, by the stock- 
holders, or by the directors with the ap- 
proval of the stockholders. 

Unusual methods, such as the selection 
of auditors by creditor banks, were re- 
ported by 2 per cent of the companies, 
while only in 3 per cent of the cases were 
the accountants appointed by an execu- 
tive officer of the company. (The re- 
maining 8 per cent gave no clear indica- 
tion of their present practice.) 

Other recommendations made by the 
Exchange include suggestions that the 


independent auditors be appointed early 
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in the fiscal year, and that their certifi- 
cates be addressed to the stockholders. 
Regardless of who selects the outside 
auditors, it should not be difficult to 
arrange the appointment early in the 
fiscal year. About 50 per cent of the com- 
panies which have given the Exchange 
information on this point now do so. 
Another 30 per cent either are in the 
process of changing, or have decided to 
change. Appointments late in the year 
are still made by 7 per cent, and 13 per 
cent have given no clear indication of 


their procedure. 


More Responsibility for Controller 


For the controller — or internal audi- 
tor — the Stock Exchange has recom- 
mended increased authority and facili- 
ties, to be achieved by having his respon 
sibilities fixed by the board of directors, 
with the provision that he report period 
ically to the board in addition to making 
his customary reports to the operating 
management. 

Nearly half of the companies respond- 
ing to the Exchange’s query on this 
subject indicate that they have a con- 
troller. Many others have a vice president 
or other chief accounting officer who 


fulfills comparable duties. Only in the 
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smaller companies is there much evi- 
dence of the role of the chief accounting 
ofhcer being combined with that of the 
treasurer or another operating official. 

Steps to define more clearly the respon- 
sibilities of the controller have recently 
been taken by a number of companies 
at their board meetings or annual stock- 
holders’ meeting, either by resolution or 
by amending the by-laws. Of 130 com- 
panies giving their policies on this point, 
105 state that the responsibilities of the 
controller are now defined by the board 
or in the by-laws. Only 15 report that 
they are established by the president or 
another executive officer. The remaining 


10 indicate various methods. 


Natural Business Year 


Finally, the Stock Exchange has rec 
ommended that companies adopt as 
their fiscal year the natural business year 
of the industry in which they are en- 
gaged. While the natural cycle of opera- 
tions for many industries may coincide 
with the calendar year, for such enter- 
prises as department stores, farm ma- 
chinery companies, sugar producers, 
paper manufacturers, as well as a num- 
ber of others, it varies widely. 

Domestic railroad companies are re- 
quired to use a fiscal year corresponding 
with the calendar year under the regu- 
lations of the Interstate Commerce Com- 
mission, but of the 842 active domestic 
non-railroad companies listed on the 
Exchange, slightly over 20 per cent now 
have a fiscal period other than the cal- 
endar year. Probably all but a few of 
these correspond with the natural cycle 
of operations. 

Present trends in) corporation and 
auditing procedure are indicating a fa- 
vorable response, generally, to the rec- 
ommendations of the Exchange’s Com- 
mittee on Stock List. The changes have 
been along the lines of refinement of 
present practices — rather than upsetting 
established principles — and those which 
meet with widespread approval may be 


looked for in future listing requirements. 
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Common Stock Values 


ISING an average of 6.1 per cent, 
common stock prices on the New 
York Stock Exchange recovered in June 
about one-fifth of the losses incurred 
during the May liquidation. 

Figures compiled by the Economist 
Department of the Exchange (see table 
below) show that during the past month 
advances were scored by all but 5 of the 
29 individual industrial groups repre- 
sented on the list. Gains were widest in 
the amusement industry, shipping ser- 
vices and public utilities groups. Market 
values in 10 other groups also improved 
by more than the average amount of 6.1 


per cent. These were: automobile, build- 


ing, garment manufacture, leather and 


boot manufacture, paper and pub- 
lishing, railroad, retail merchandising, 
steel, textile, and companies in foreign 
countries, 

The rise in the food industry group 
was partly attributable to the listing of 
the common stock of Nehi Corporation; 
and the public utilities rose despite the 
delisting of two traction issues. 

For the combined months of May and 
June, recessions were still wide — rang- 
ing from 8.3 per cent in the public util- 
ities to 40.8 per cent in the “shipbuilding 
and operating” group. The average de- 


cline for the period was 18.2 per cent. 





MARKET VALUE OF COMMON STOCKS LISTED 
ON THE NEW YORK STOCK EXCHANGE 
Assembled by Industrial Groups 
Market Market “% Change © Change 
No. of Value Value May 31 April 30 
Issues May 31 June 29 to to 
June 29 (Thousands) (Thousands) June 29 June 29 
Airplanes, Airways, Airports 16 $ 560.848 S$ = 509,591 91Y 27.8% 
Amusement Industry 13 112,091 128,545 14.7 23.9 
Automobile Industry 59 2,992,671 2,802,942 + 8.1 y 4 I 
Building Industry 26 341,147 364,580 6.9 yy fe 
Business & Office Equipment 9 231,82 228,354 1S 22.7 
Chemical Industry 66 1,923,136 5,102,896 3.7 17.6 
Electrical Equip. Industry 16 1,214,456 1.288624 6.1 17.4 
Farm Machinery Industry 6 325,949 336,039 x FE 23.4 
Finance 28 637,720 651,048 21 27.6 
Food Industry 56 2,023,774 2,135,361 a 18.5 
Garment Manufacturers 5 27,861 29,709 + 6.6 202 
Land, Realty & Hotels D 9,091 10.106 + 4.3 18.7 
Leather & Boot 
Manufacturers 11 134,032 146,044 t+ 90 13.6 
Machinery & Metal Industry 71 1,076,279 1,139,095 + 5.8 21.1 
Mining Industry 37 1,138,701 1,097,583 3.6 27.1 
Paper & Publishing 26 199,375 213,140 1 6.9 29.0 
Petroleum Industry 37 3,056,325 3,227,983 t+ 5.6 21.4 
Railroad Industry 3: 1,969,974 2,165,178 + 9Y 12.8 
Retail Merchandising 67 1,790,437 1,933,992 t+ 8.0 18.7 
Rubber Tire & Goods 7 117,060 122,615 + 4.7 33.1 
Shipbuilding & Operating 7 11.075 10,785 0.7 10.8 
Shipping Services 1 3,858 1411 + 14.3 34.5 
Steel, Iron & Coke 37 1,255,811 1,371,581 + 9.2 15.1 
Textile Industry 22 145,969 157,259 + 7.7 2a.2 
Tobacco Industry 21 922,210) 1.296623 9.8 14.0 
All Publie Utilities 16 3,022,874 D9 1.720 + 10.6 8.3 
U.S. Co's. Operating Abroad 25 121,915 $16,218 14 24.5 
Foreign Companies 14 192,496 526,758 + 7.0 29.4 
Miscellaneous Companies 9 64,977 65,043 + 0.1 25.5 
Totals 829) $31,157,536 $33,070,026 t+ 6.1% 18.2% 
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Wants More Corporate Statistics 


: the letter paper of a leading corpora- 


ti in its field comes this communication 
w ch affords guidance in making Tue 
FE -HANGE not only increasingly useful to 
re ders, but expository of certain phases of 
th. financial markets. 


ditor, 

‘HE EXCHANGE. 
sentlemen:— 

I think you are doing an excellent job 
n Tue Excuance Magazine. I liked 
particularly the article in the May issue, 
entitled “Corporate Earnings Rise,” and 
the articles in the June issue, “Common 
Stock Yields in the Spotlight” and “In- 
dustrial Profits up 60°¢ in 1939.” 

It strikes me that the New York Stock 
Exchange is in a better position to give 
the public valuable information on many 
important financial subjects than can be 
obtained from any other source — except 
possibly the SEC. The three most im- 
portant subjects I would like to see THE 
ExcHANGE Magazine cover on a quarter- 
ly basis would be: 

Corporation Profits 

Security Interest Payments; Rates and 


Yields 


Security Dividend Payments; Rates 

and Yields 

Some of these you have already started 
to cover as mentioned in first paragraph 
above. Some of these subjects are also 
being covered by other sources . . . Aside 
from some incompleteness of (other) 
coverage, the most serious complaint | 
have to make of these series is the delay 
in getting them. 

To make THe ExcuancE series most 
valuable, I would like to see a wide list 
of industries represented, such as the 
New York Stock Exchange’s monthly 
statistics on market values, etc.; listed 
stocks and bonds grouped as “Durable 
Goods,” “Non-Durable Goods,” “Serv- 
ice,” etc. Also to make it more valuable, 
the series should be done in such a way 
as to fit the series now gotten out by the 
Federal Reserve Bank of New York, et al. 

Later on you might start a more am- 
bitious program, i.e., estimates of certain 
parts of our national income such as: 

Entrepreneurial Profits 

Income from Interest 

Income from Dividends 


... In view of the war, etc., it strikes me 
that your readers would also be interested 
in occasional statistics showing percent- 
age relationship of net income of a large 
number of representative industrial cor- 
porations for years before, during and 
after war, such as — years 1913 (:100'¢ ) 
to 1921; years 1939 (:100‘¢ ) to forward; 
also bond and stock prices by groups for 
similar periods (Dow, Jones series might 
be a good grouping). 

Finally, I would like to see a perma- 
nent page listing in THe Excuance of 
officers and committees of the New York 
Stock Exchange. 

With best wishes for the continued 
success of the magazine, I am, 


Very truly yours, 
Cc. &. S. 


C. S. S. is considerably ahead of the edi- 
tors in his broad vision of the magazine's 
future scope, but only in respect to statis- 
tical particulars. Space limitations have an 
unfortunate habit of constricting editorial 
ambition. Constructive suggestions like 
those of the letter are welcomed, we may 
say heartily, and provide ideas as well as 
a reader interest target to shoot at. 





NATIONAL DEFENSE 


(continued from page 6) 
g 


any consideration is given to the new 
program for a $4,000,000,000 Navy eXx- 
pansion. No detailed breakdown of this 
plan is yet available, beyond the rough 
outline that it is proposed to add approx- 
imately 200 ships, aggregating some 
1,350,000 gross tons, to the present fleet 
of the Navy. 


Modern Dreadnaughts Come High 


To anyone still carrying in his mind 
an idea of battleship costs in World War 
times, the price of a modern dreadnaught 
will come as a rude shock. While the 
battleship West Virginia cost approxi- 
mately 26 millions to build in the early 
ig20's (incidentally, this is the most re- 
cent battleship commissioned by the 
Navy), the price of each of the 35,000- 
ton battleships now building will be in 
the neighborhood of 75 millions, and the 


completed cost of each of the 45,000-ton 


giants will come close to 100 millions! 
In any preparedness campaign short 
of full mechanization of a large body of 
U. S. Army forces, it appears that ship 
construction will take the lion’s share 


of appropriations for ordnance. And 


with the high level of shipyard activity 
today, a sizable proportion of which is 
merchant vessel construction, the $4,000,- 
000,000 program might be taken as a 
measure of the expansion which is in 


store for the nation’s shipyards. 


A 7800 horsepower cross-compound steam turbine — a part 
of shipbuilding costs that is not spent directly at the shipyard. 
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taxing eXcess profits lessen the prospect 
of a higher level of prosperity, since they 
handicap business from measurably im- 
proving its profit position. If such a tax 
is enacted, it will serve as a somber por- 
tent of the extent to which the nation has 
had to place defense ahead of domestic 
recovery as its primary aim. 

The major problem in setting up a 
schedule for such a tax will be that of 
identifying excess profits. Presented in 
the table on page 7 are the earnings and 
dividends of twenty-five representative 
companies, picked from the Stock Ex- 
change list, and they well illustrate the 


varying course of American business 





up to the close of the second full preceding business day. Item 24: Value of all contracts is based on Day and Night 
Branches combined: average price of settled shares is based on share balances settled through the Day Branch. 





A Puzzle for the Tax Layers 


(continued from page 7) 


over the past five years. A tax schedule 
which takes as the “standard profit” the 
earnings in even the best of the pre- 
armament years, though still permitting 
corporations to retain a substantial bal- 
ance for distribution to stockholders, 
would place a “ceiling” on the nation’s 
general well-being at the exact economic 
level familiar to all in recent times. 
Generally speaking, it may prove a fair 
assumption that future earnings above 
the best of recent years are to be attri- 
buted to armament activity. But doubt- 
less there will be certain companies 
which would have increased their in- 


come even if there had been no defense 


program. And funds for the acquisition 


of new industrial plants and equipment, 
ordinarily derived at least partially from 
excess profits, will have to be supplied 
by some other means. 

Another question is whether, to pro- 
tect the purchasing power of investors’ 
dollars, provisions should be made to 
allow corporations to retain a larger dol- 
lar amount of profits in the event of 
price inflation. 

Even though all necessary qualifica- 
tions and exceptions be made—and an 
administrative board properly establish- 
ed to adjust unusual cases—some inequi- 
ties will be unavoidable in any tax on 
excess profits. The job for Congress, and 
for industry advisors, is to take every 
practical step which will reduce them to 


a minimum. 








MONTHLY STATISTICS—NEW YORK STOCK EXCHANGE 

19.40 1939 

MONTH END DATA JUNE MAY APRIL JUNE 
1. Shares Listed (Mil.) 1.450 1447 1,446 1,429 
2. Share Issues Listed (No.) 1,232 1,234 1,234 1,234 
3. Par Value of Bonds Listed (Mil. §) 52,879 53.414 53.646 52,751 
1. Bond Issues Listed (No.) 1,358 1,369 1.376 1,389 
5. Total Stock and/or Bond Issuers (No.) 1,297 1,299 1,298 1,300 
6. Market Value of Listed Shares (Mil. §) 38.775 36,546 16,769 11,005 
7. Market Value of Listed Bonds (Mil. $) 17,666 16,937 19,612 18,571 
8 Market Value of All Listed Securities (Mil. §) 86441 83,483 96,381 89.576 
9, Flat Average Price—All Share Issues (S$) 35.04 33.48 $1.25 37.76 
10. Shares: Market Value—Shares Listed (S$) 20 74 25.26 32.35 28.70 
ll. Bonds: Market Value—Par Value (S$) OLA 87.87 92.48 92.08 
12. Stock Price Index (12/31/24 = 100) (%) 53.1 50.2 64.3 57.0 
13. Shares in Short Interest (Thou } 147 128 531 652 
14. Total Member Borrowings in N. Y. on Collateral (Mil. §) 332 109 579 537 
Per Cent of Market Value of Listed Shares (%) 0.86 1.32 1.24 1.31 

Ib. N. Y.S. E. Members’ Branch Offices (No.) 1,050 1,046 1,043 1,061 
16. Total Non-Member Correspondent Offices (No.) 3.48 3,518 3.514 1,083 

DATA FOR FULL MONTH 
17. Reported Share Volume (Thou.) 15.575 38,965 26,096 11,964 
Daily Average (Incl. Saturdays) (Thou.) 623 1,499 1,027 160) 
Daily Average (Exel. Saturdays) (Thou. ) 708 1,625 1,110 508 
Ratio to Listed Shares (%) 1.08 2.69 1.85 0.84 
& Total Share Volume (Inel. Odd Lots) (Thou.) 53.543 37,599 16,050 
19. Money Value of Total Share Sales (Thou. §) 1,241,492 964,608 173,233 
20. Reported Bond Volume (Par Value) (Thou. $) = 102,663 176.105 165,116 126,570 
Daily Average (Incl. Saturdays) (Thou. §) 1107 6,773 6,351 1,868 
Daily Average (Exel. Saturdays) (Thou. §) 1,646 7,328 6,873 5310 
Ratio to Par Value of Listed Bonds (%) 0.193 0.329 0.307 0.240 
21. Total Bond Volume (Par Value) (Thou. §) 179,936 176,998 129,260 
22. Money Value of Total Bond Sales (Thou. §) 115,226 108.459 91,785 
23. N.Y. 5. E. Memberships Transferred (No.) 2 1 1 7 
Average Price (S$) 11,000 50.667 56.333 64,667 
24. Stock Clearing Corporation: 

Value of All Contracts (Mil. §) 1,259 2,308 2,128 2,147 
Average Price of Settled Shares (S$) 21.3 20.6 23.4 26.1 
Notes: Source of the data is N.Y.S.E. Items 13, 14, 18, 19, 21, 22 and 24 are as of ledgers which normally reflect transactions 














an 


ish- 
jul- 

on 
ind 
ery 


1 to 





Opinion - Points of View - Counsel 


Letters to the editor, in whole or in part, are presented here as a contribution to current 
discussion of investment, economic and general financial subjects of public interest. 


DETROIT, MICH. 

When my few stocks broke down in 
the collapse of May, I thought the Stock 
Exchange ought to be closed. Since the 
strain has been lessened, however, it 
strikes me that the ordeal which small 
investors, like myself, went through then 
was a sort of fortunate, if uncomfortable, 
awakening to the necessities that we all 
face in the preparedness work ahead of 
us. I am glad that the Exchange kept 
going along as usual. Looking back, it 
seems that even a brief stoppage would 
have upset the country more than it was 
upset by war news. E.G. 

PORTLAND, ME. 

Reading the news about pending tax 
increases of many kinds, investors in 
common stocks can easily become con- 
cerned about dividends while prepared- 
ness is taking industry’s best effort. I'll 
admit that I’ve been shaky about the 
future state of the income which my 
shares produce; yet, turning back to ex- 
perience gained before my retirement 
from business, it is reasonable to think 
that the output which large corporations 
with shares listed on the Stock Exchange 
are heading into can strengthen the ex- 
pectation of fair net profits. Then, too, if 


capital is to be raised on sales of addi- 


tional shares, the taxation authorities 


should see to it that dividends do not 
have to be sacrificed. I shall keep my 


stocks. 


5. 
NEW YORK CITY 


If the steel industry’s rate of produc- 
tion can rise to more than 8o per cent of 
rated capacity — actually close to full 
practical operating capacity—before new 
government orders are being placed in 
any large quantity, what will be the ef- 
fect on existing plants when defense 
work really begins to swing along? Of 
course, new plants and additions will be 
built, but, to answer the question myself, 
is it not logical to expect a widening use 
of smaller producing organizations in 
many fields, some of which have been 
running on a low scale for several years? 

NW. R. FE 
MOBILE, ALA. 

(This letter, after giving the writer's 
impressions of the scene on the floor of 
the New York Stock Exchange on a side 
trip from the World's Fair, continued: ) 

... Your exhibit room is interesting 
but it seemed to me that the actual and 
symbolic photographs of Stock Ex- 
change operation and its connection with 
economic matters are a little “high- 
brow.” At least that was the feeling that 


I, a person who finds finance confusing, 








had upon looking at the display and lis- 
tening to explanations of it. Couldn’t you 
show visually how the Stock Exchange 
and the stocks and bonds bought there 
are important to people in their every- 
day living? You try to do this, I sup- 
pose, but the exhibits appeal to what 
might be called the better informed visi- 
tors. The less well informed about in- 
dustry and finance go away feeling a bit 
one. (Mrs.) J. R. O. 
EDITOR’S NOTE—The situation re- 
ferred to is already being altered along 
lines suggested by the letter. 


EANSAS CITY, MO. 


Those tables in your June issue show- 
ing “stock volume and price fluctuation” 
were good. Specific information of that 
kind regarding the market's action is dif- 
ficult to get anywhere else, and it seems 
to me that THe Excuance could well de- 
vote even more space to factual accounts 
of the “everyday business” transacted on 
the floor of the Stock Exchange. Natur- 
ally, the May crisis made the story on 
the market’s mechanism especially time- 
ly, but even when there are no world- 
stirring events to influence — security 
prices, it would be interesting to hear 
more about conditions in the market. 


i. & 












































The composite face of millions of people, 
a conception beyond an artist’s skill, would 
be required to round out the sketch . . . the 
features of the great throng who consume 
or employ the products visualized in this 
commonplace scene. 


Steel, rubber, gasoline, glass, chemicals, 
electrical equipment, textiles! 

All are produced or fabricated by corpo- 
rations listed on the New York Stock Ex- 
change, which supplement essential goods 
with opportunities, through listed stocks 
and bonds, to participate in the earnings 
derived from them. 

Group classifications of listed companies 
engaged in these industries reported net in- 
come last year, as compared with 1938: 


























Automobile, $271,057,200 .. . + 178 
per cent; Steel & Iron, $139,729,200 
(change from a deficit of $5,303 800 in 
1938) ; Rubber, $37,009,900 .. . + 72 per 
cent; Petroleum, $314,220,400...+ 8 per 
cent; Chemicals (including Glass Manu- 
facturers) ,$323,231,700...+57 percent; 
Electrical Equipment, $66,459,600... 4 
64 per cent; Textiles, $27,163,700 (change 
from a deficit of $861,900 in 1938). 


If the myriad customers who made these 
earnings possible, and who are afforded 
facilities through member firms of the New 
York Stock Exchange to invest in ‘“‘sea- 
soned”’ securities, cannot be pictured, they 
may, nevertheless, be symbolized. 


Merely by looking into your mirror! 








